
 

 

AGENDA 

FINANCE COMMITTEE 

SANTA CRUZ – MONTEREY – MERCED 

MANAGED MEDICAL CARE COMMISSION 
 
DATE:   Wednesday, June 24, 2015 
 
TIME:   2:30 – 3:45 P.M. 

 
PLACE: In Santa Cruz County: 
  Board Room 
  Central California Alliance for Health   

1600 Green Hills Road, Scotts Valley, CA 
In Monterey County: 
Board Room 
Central California Alliance for Health 
950 East Blanco Road, Salinas, CA  
In Merced County: 
Board Room 
Central California Alliance for Health 
530 West 16th Street, Merced, CA 

 
****************************************************************************** 
 
1. Call to Order.  2:30 P.M. 

A. Roll call. 
 
2. Approve Minutes of February 25, 2015 meeting of the Finance Committee (2:35 – 2:40 P.M.) 

- Reference materials:  Minutes as above.          
   Pages 2-01 to 2-05             

 
3. April YTD Financial Review.  (2:40 – 3:05 P.M.) 

-Reference Materials:    April YTD Financial Review 
                           
 
                                   Pages 3-01 to 3-02        
     
 



 
 
 
 

 

4. Investment Policy Proposal.  (3:05 – 3:45 P.M.) 
- Reference Materials:   Proposed Investment Policy   

                                                            Page 4-01 to 4-08         
  

 
 
Members of the public interested in attending should call the Alliance at (831) 430-2457 to 
verify meeting dates and locations prior to the meetings.  
*********************************************************************** 
The complete agenda packet is available for review at the Alliance’s offices at 1600 Green Hills 
Road, Suite 101, Scotts Valley, CA, 950 East Blanco Street, Suite 101, Salinas, CA, 530 West 
16th Street, Merced, CA. The Commission complies with the Americans with Disabilities Act.  
Questions regarding accommodations under the ADA should be directed to the Clerk of the 
Board at (831) 430-2574.  Board meeting locations in Salinas and Merced are directly accessible 
by bus.  As a courtesy to persons affected, please attend the meeting smoke and scent free.  
 



 

 
Finance Committee 

Meeting Minutes 
 

SANTA CRUZ – MONTEREY – MERCED 
MANAGED MEDICAL CARE COMMISSION 

 

Wednesday, February 25, 2015 
2:30 – 3:45 p.m. 

In Santa Cruz County: 
Board Room 

Central California Alliance for Health 
1600 Green Hills Road, Scotts Valley, California 

In Monterey County: 
Board Room 

Central California Alliance for Health 
339 Pajaro Street, Salinas, California 

In Merced County: 
Board Room 

Central California Alliance for Health 
530 West 16th Street, Merced, California 

 
Commissioners Present: 
Mr. Raymond Bullick County Health Services Agency Director  
Ms. Leslie Conner Provider Representative   
Mr. Michael Molesky Public Representative 
 
Commissioners Absent: 
Mr. Tony Weber Provider Representative    

 
Staff Present: 
Mr. Alan McKay Chief Executive Officer 
Mr. Barry Staton Chief Financial Officer 
Eugenia Tsuei Finance Policy & Process Analyst 
 
 

1. Call to Order by Chairperson Michael Molesky.  (2:30- 2:31 p.m.)  
 

Chairperson Michael Molesky called the meeting to order.  Roll call was taken; a quorum 
was present.  
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2.      Approve Minutes of June 25, 2014 and October 22, 2014 meeting of the Finance 

Committee.  (2:32 – 2:33 p.m.)    
 

FINANCE COMMITTEE ACTION: Commissioner Molesky moved to approve the 
minutes of the June 25, 2014 and October 22, 2014 meeting of the Finance Committee, 
seconded by Commissioner Conner.  Motion carried with 3 votes affirmative, 1 absent and 
was so ordered.   

 
3. Portfolio Performance Review – Wells Fargo. (2:34 – 3:09 p.m.)  
 

The Alliance’s investment partners from Wells Fargo presented information on the Plan’s 
portfolio.  Wells Fargo investment staff included Mr. Richard Edwards, Senior Financial 
Advisor and First Vice President –  Investments, Mr. Vince Bono, Senior  Financial 
Advisor and Senior Vice President – Investments , and Mr. Dale Barton, Banking 
Relationship Manager for Non-Profit and Government Agencies.  
 
Mr. Edwards explained that the Alliance currently has $70M in its portfolio with Wells 
Fargo with a net return of 0.4% (not annualized), with investments with the commence date 
of May 2014.  The Alliance’s investment portfolio was constructed based on the Plan’s 
Investment Policy and the portfolio took almost 60 days to build.  
 
The Alliance is 99.3% invested with top holdings to government agencies, treasury and 
corporate bonds.  Mr. Edwards explained that there will never be a perfect index to 
compare the Plan’s investments to; however, in regard to the presentation handouts before 
the Committee, Comparison 2 (MLGC15 is the ML CORP/GVT, 1-5Y index) and 
Comparison 3 (SBGC15 is the CITI USBIG GVT-CORP, 1-5 index) comes close to the 
Plan’s portfolio; which cannot include equities, per the Investment Policy.  
 
Wells Fargo perceives that in the next few years, interest rates will increase and the best 
way to invest in that environment is to ladder the portfolio with maturities every so often.  
Maturities are structured for every quarter going forward to 2019 as the maximum maturity 
term is five years.  Wells Fargo believes in the philosophy of buy and hold and to wait for 
maturity, then reinvesting the proceeds into bonds.   
 
The Alliance has 71% of assets in government bonds (agency or treasury) and almost 29% 
in corporate bonds that are A rated or better at the time of purchase.  Estimated income is 
about $1M from the portfolio alone.  Average coupon of portfolio is 1.65% and total 
duration (average life of portfolio) is around 2 years.   
 
Commissioner Conner inquired if there was a method to estimate annualized Net Income.  
Mr. Edwards responded that the yield at purchase is about 1% Net Income.  For a risk-
adverse health plan contracted by the government, this is safe.  The Alliance’s Investment 
Policy outlines its objectives, in order of priority, as safety of principle, liquidity, and total 
return.   
 
It was clarified that because the Alliance is a tax exempt organization; taxable status of 
bonds are not factored in and there are no tax ramifications.   

2-02



MINUTES – FINANCE COMMITTEE                                           February 25, 2015 

Page 3 of 5 
 

 
Mr. Edwards explained that when a bond falls below A grade, Wells Fargo has a 
responsibility to bring the change to the Plan’s attention and to give their recommendation 
in regard to how to handle the bond.  He noted that this has occurred recently with AT&T 
and their advice was to keep the bond as it will mature in two years.  Every investment is 
monitored to comply with the Alliance’s Investment Policy.   
 
The Alliance’s holdings are domestic, with some international companies.  While there are 
no restrictions indicated in the Plan’s Investment Policy in regard to what types of 
companies we can/cannot invest in, Wells Fargo generally looks for conflicts between the 
Alliance’s mission and potential investments.  Mr. Edwards commented that it is 
challenging to find corporate bonds that fit the Plan’s Investment Policy as they need to be 
single A rated bonds or better.  
 
State code handcuffs the Plan to bonds with no equities.  Bonds allowed include (but not 
limited to) treasuries, agencies, corporate notes that are A rated or better with 30% 
maximum of portfolio in corporate notes.  The little wiggle room the Alliance has for 
investments would be to align the Investment Policy with California Code.    
 
It was noted that two corporate bonds the Plan has include Chevron and Praxair. 
 
Commissioner Conner indicated that she would like the Alliance to consider Socially 
Responsible Investing (SRI) and to define it for the Plan’s purposes.  Wells Fargo indicated 
that SRI would not limit the Alliance’s investments and to implement SRI, they would 
simply need a copy of the Alliance’s updated Investment Policy.  They would then 
determine which investments fit and which do not in regard to the updated policy and 
present their recommendations to the Plan.  It was their opinion that SRI will not 
significantly impede return on investments.  
 
Commissioner Conner suggested adding SRI as one of the Investment Policy’s objectives; 
with priority over return.  She will also send the Plan her organization’s (Santa Cruz 
Women’s Health Center) research on SRI for reference.   
 
Mr. Edwards stated that switching investments would only take a matter of days.   
 
Commissioner Bullick inquired if the organization should wait for bonds to mature before 
rolling them into SRI.  Mr. Edwards replied that Wells Fargo would recommend this 
option; however, Commissioner Conner felt that the Plan should either be SRI or not and 
forego waiting until bonds mature.  
 
It was noted that the Alliance are limited in regard to medical investments.   
 
Commissioner Bullick asked to see a complete listing of the Alliance’s corporate bond 
holdings.  Wells Fargo indicated that they would send the list to Mr. Staton who would 
then forward it on.   
 
Commissioner Molesky stated that he would like to see a report on the Plan’s investments 
in real estate.  Mr. Staton replied that a report of this nature is in progress and will be 
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presented at a future Finance Committee meeting.  
 

4. First Look – Medi-Cal December YTD Performance.   (3:10 – 3:25 p.m.)  
 

Mr. Staton presented a first look at the Alliance’s December 2014 financials.   
 
In November 2013, the Alliance’s Net Income was $45.5M at 86.3% Medical Loss Ratio 
(MLR).  In November 2014 it was $69.5M at 83.9% MLR, and for December 2014 it is 
estimated at $95.9M at 82.2% MLR.  A big driver for 2014 was the expansion population.  
With this population the Plan expected a cost of $500 per member per month in regard to 
medical expenses; however, currently this population is costing half the amount.  This 
should be co considered a short-term gain.  Mr. Staton noted that the Plan will need to pay 
the State back for costs over 85% MLR.  
 
Commissioner Conner commented that it is interesting that the new population is not 
costing as much as the Alliance anticipated.  With her organization, Santa Cruz Women’s 
Health Center, providers have indicated that they feel overwhelmed with the new 
population and have seen an unprecedented influx of new patients.   
 
Commissioner Bullick asked if the Plan is held at 85% MLR, what liability is.  Mr. Staton 
answered that liability is $120M to date on the expansion population.   
 
As of November 30, 2014, the Alliance’s Fund Balance was $382,613,133.  $132,777,944 
is held in cash accounts.  In regard to investments, $120,735,003 is managed by Comerica, 
$70,183,936 by Wells Fargo, $49K in Local Agency Investment Fund (LAIF), $9,916,250 
with Union Bank with total invested at $249,835,189.   
 
As of December 31, 2014 (preliminary and unaudited), the Alliance’s Fund Balance is 
$403,726,989.  $154,299,888 is held in cash accounts.  For investments, Comerica manages 
$120,536,226, Wells Fargo manages $70,024,325, LAIF at $49K, Union Bank at 
$9,866,550 with total investments at $249,427,101.   
 
Between the Medicare expansion population, Affordable Care Act 1202, prior year 
revenue, Mental Health and the Alliance’s base programs, consolidated Net Income as of 
November 2014 is $69.5M.  Net Income percentage is 9.9% with MLR at 83.9%, and 
Administrative Loss Ratio at 6.2%.  
 

5. Investment Policy Proposal. (3:26 – 3:37 p.m.)  
 

Mr. Staton reviewed the proposed draft of the Alliance’s Investment Policy.   
 
All public plans need to adhere to California Code in regard to investments as it sets the 
minimum standard for investments.  The Alliance’s current policy does not differentiate 
much from California Code and our investment partners have suggested the Plan move 
towards California Code.  Aligning with California Code will give the Alliance extra 
flexibility in regard to investments and the Plan will not need to keep track of two sets of 
regulations.  The two differences between the Alliance’s current policy and California 
Code is that our current policy allows us to invest 25% in State and Local Government 
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Debt and $50M in LAIF, whereas California Code places no restrictions in either of these 
areas.   
 
Given the suggestion and conversation regarding incorporating SRI into the Alliance’s 
Investment Policy, Mr. Staton proposed returning to the Finance Committee with an 
updated version of the policy at a future Finance Committee meeting.   
 
 

The meeting adjourned at 3:37 p.m. 
 
 
Respectfully submitted, 
 
 
Ms. Eugenia Tsuei 
Finance Policy and Process Analyst  
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April YTD 
Financial Review

June 24, 2015

Financial Review – April 2015

Apr 14 YTD Apr 15 YTD

Medi-Cal Revenue $238.5M $304.0M

Commercial Premiums 2.3 2.0

Other Revenue 0.4 2.0

Total Revenue 241.3      308.0

Medical Expenses 199.1 251.4

Admin. Expenses 13.9 17.1

Net Income $28.3M $39.5M

MLR 82.6% 82.2%

ALR 5.8% 5.5%
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Fund Balance vs. Invested Cash
As of April 30, 2015

Fund Balance $   440,399,626

Held in Cash Accounts $   189,722,432

Investments:
Comerica Wealth Management $   121,145,697
Wells Fargo Advisors 70,545,112
Local Agency Investment Fund 49,063,085
Union Bank 9,923,300
Total Invested $   250,677,194

April 2015 YTD
Net Income Drivers
YTD April 2015 Consolidated Medi-Cal

Expansion
“Base” Programs

Net Revenue $308.0M $86.9M $ 221.1M

Medical Expense 251.4      64.3 187.1

Margin 56.6 22.6 34.0

Admin 5.5% 17.1 4.8 12.3

Net Income $39.5M $17.8M $21.7M

Net Income % 12.8% 20.5% 9.9%

MLR(includes Other Rev.) 81.6% 74.0% 84.6%

ALR 5.5% 5.5% 5.5%
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Central California Alliance for Health 

 Investment Policy 
 
I.  PURPOSE 
 

This Investment Policy sets forth the investment guidelines for all Operating Funds and Board-
Designated Reserve Funds of the Alliance.  The objective of this Investment Policy is to ensure 
the Alliance's funds are prudently invested according to the Board of Commissioners’ objectives 
to preserve capital, provide necessary liquidity and to achieve a market-average rate of return 
through economic cycles. 
 
Investments may only be made as authorized by this Investment Policy.  The Alliance Investment 
Policy conforms to the California Government Code section 53600 et seq. (the Code) as well as 
customary standards of prudent investment management.  Irrespective of these policy provisions, 
should the provisions of the Code be or become more restrictive than those contained herein, such 
provisions will be considered immediately incorporated into the Investment Policy and adhered 
to. It is also the Alliance’s intent to comply with investment requirements contained within 
contracts that the Alliance may have with any government funding agencies and will not invest in 
anything that is inconsistent with its direct mission. 
 
The Alliance’s investment objectives, in order of priority, are as follows: 

 
A. Safety of Principal – Safety of principal is the foremost objective of the Alliance. Each 

investment transaction shall seek to ensure that capital losses are avoided, whether from 
institutional default, broker-dealer default, or erosion of market value of securities. 

 
B. Liquidity – Liquidity is the second most important objective of the Alliance.  It is 

important that the portfolio contain investments for which there is a secondary market 
and which offer the flexibility to be easily sold at any time with minimal risk of loss of 
either the principal or interest based upon then prevailing rates. 

 
C. Social Responsibility – Investment decisions will be reviewed for social responsibility 

and suggestions to changes will be proposed to Finance Committee and the Board by 
staff per criteria outlined in Exhibit A.  

 
D. Total Return – The Alliance’s portfolio shall be designed to attain a market-average rate 

of return through economic cycles given an acceptable level of risk. 
 
II.  OBJECTIVES 
 

Safety of principal is the primary objective of the Alliance.  Each investment transaction shall 
seek to ensure that large capital losses are avoided from securities or broker-dealer default.  The 
Alliance shall seek to ensure that capital losses are minimized from the erosion of market value.  
The Alliance shall seek to preserve principal by mitigating the two types of risk, credit risk and 
market risk. 
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Credit risk, the risk of loss due to failure of the issuer of a security, shall be mitigated by 
investing in only permitted investments and by diversifying the investment portfolio according to 
this Investment Policy. 
 
Market risk, the risk of market value fluctuations due to overall changes in the general level of 
interest rates, shall be mitigated by matching maturity dates, to the extent possible, with the 
Alliance's expected cash flow draws.  It is explicitly recognized herein, however, that in a 
diversified portfolio, occasional losses are inevitable and must be considered within the context of 
the overall investment return. 
 

III.  PRUDENCE 
 

The Alliance’s Board of Commissioners or persons authorized to make investment decisions on 
behalf of the Alliance are trustees and fiduciaries subject to the prudent investor standard. 
 
The standard of prudence to be used by investment officials shall be the "prudent person" 
standard as defined in Code Section 53600.3 and shall be applied in the context of managing an 
overall portfolio.  Investment officers acting in accordance with written procedures and the  
Investment Policy and exercising due diligence shall be relieved of personal responsibility for an 
individual security's credit risk or market price changes, provided deviations from expectations 
are reported in a timely fashion and appropriate action is taken to control developments. 
 
THE PRUDENT PERSON STANDARD:  When investing, reinvesting, purchasing, acquiring, 
exchanging, selling, or managing public funds, a trustee shall act with care, skill, prudence, and 
diligence under the circumstances then prevailing, including but not limited to, the general 
economic conditions and the anticipated needs of the Alliance, that a prudent person acting in a 
like capacity and familiarity with those matters would use in the conduct of funds of a like 
character and with like aims, to safeguard the principal and maintain the liquidity needs of the 
agency.  

 
IV.  ETHICS AND CONFLICTS OF INTEREST 
 

The Alliance's officers and employees involved in the investment process shall refrain from 
personal and professional business activities that could conflict with the proper execution of the 
investment program, or which could impair their ability to make impartial investment decisions.  
The Alliance's officers and employees involved in the investment process are not permitted to 
have any material financial interests in financial institutions, including state or federal credit 
unions, that conduct business with the Alliance, and they are not permitted to have any personal 
financial or investment holdings that could be materially related to the performance of the 
Alliance's investments. 

 
V.  DELEGATION OF AUTHORITY 
 

Authority to manage the Alliance's investment program is derived from an order of the Board of 
Commissioners.  Management responsibility for the investment program is hereby delegated to 
the Alliance's Chief Financial Officer (CFO). 
 
The CFO shall be responsible for all actions undertaken and shall establish a system of controls to 
regulate the activities of subordinate officials. 
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A. Financial Benchmarks 
 

The Alliance's portfolio shall be designed to attain a market-average rate of return 
through economic cycles given an acceptable level of risk.  The performance benchmark 
for the investment portfolio will be based upon the market indices for short-term 
investments of comparable risk and duration.  These performance benchmarks will be 
determined by the Alliance's CFO and will be reviewed by the Finance Committee semi-
annually. 

 
B. Safekeeping 

 
The investments purchased by the Alliance shall be held by a Board approved bank or 
trust company acting as the agent of the Alliance under the terms of a custody agreement 
in compliance with Code Section 53608.  

 
C. Periodic Review of the Investment Policy 

 
The CFO is responsible for providing the Finance Committee with a recommended 
Investment Policy.  The Finance Committee is responsible for recommending the 
Investment Policy to the Board of Commissioners for final approval.  This Investment 
Policy shall be reviewed by the Board of Commissioners at a public meeting pursuant to 
Section 53646 (a) of the California Government Code 
 
The CFO is responsible for directing the Alliance's investment program and for 
compliance with this policy pursuant to the delegation of authority to invest funds or to 
sell or exchange securities.  The CFO shall make a semi-annual report to the Finance 
Committee. 

 
D. Procedures 

 
The following procedures will be performed by the CFO: 
 
1. The Operating Funds and Board-Designated Reserve Funds targeted average 

maturities will be established and reviewed periodically. 
 
2. Investment diversification and portfolio performance will be reviewed semi-

annually to ensure that risk levels and returns are reasonable and that investments 
are diversified in accordance with this policy. 

 
E. Duties and Responsibilities of the Finance Committee: 

 
The CFO and staff are responsible for the day-to-day management of the Alliance’s 
investment portfolio.  The Board of Commissioners is responsible for the Alliance’s 
Investment Policy.  The Finance Committee shall not make or direct the Alliance staff to 
make any particular investment, purchase any particular investment product, or do 
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business with any particular investment companies or brokers.  It shall not be the purpose 
of the Finance Committee to advise on particular investment decisions of the Alliance. 

 
The duties and responsibilities of the Finance Committee shall consist of the following: 
 
1. Review any changes to the Alliance’s Investment Policy before its consideration 

by the Board of Commissioners and recommend revisions, as necessary. 
 
2.  To review semi-annually the Alliance’s investment portfolio for conformance to 

the Alliance’s Investment Policy diversification and maturity guidelines, and 
make recommendations as appropriate. 

 
3. Perform such additional duties and responsibilities as may be required from time 

to time by specific action and direction of the Board of Commissioners. 
 
VII. POLICIES 
 

A. Securities Lending 
 

Investment securities shall not be lent to an Investment Manager or broker.  
 

B. Leverage 
 

The investment portfolio, or investment portfolios, cannot be used as collateral to obtain 
additional investable funds. 

 
C. Other Investments 

 
Any investment not specifically referred to herein will be considered a prohibited 
investment. 

 
 

D. Underlying Nature of Investments 
 

The Alliance shall not make investments in organizations which have a line of business 
that is visibly in conflict with the interests of public health (which shall be defined by the  
Alliance Board of Commissioners).  Furthermore, the Alliance shall not make 
investments in organizations with which it has a business relationship through 
contracting, purchasing or other arrangements. 
 

E. Derivatives 
 

Investments in derivative securities are not allowed, except as to U.S. Treasury 
STRIPS. 
 

F. Rating Downgrades 
 

The Alliance may from time to time be invested in a security whose rating is downgraded 
below the quality criteria permitted by this investment policy.  A decision to retain a 
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downgraded security shall be approved by the CFO or designee within five (5) business 
days of becoming aware of the downgrade. 
 

 
 

REFERENCES 

Investment of Surplus: California Government Code Section §§53600-53610 

Deposit of Funds: California Government Code Section §§53630-53686 
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Exhibit A 
 

Socially Responsible Investing Screens 

Socially responsible investing is an investment style that uses both positive and negative screens to include 
or exclude companies in a portfolio based on social, moral and ethical criteria. 

Negative screening is the simplest method used in socially responsible investing and excludes companies 
and industries known collectively as “sin” screens. 

Negative Screens 

Category 1 Category 2 
Alcohol 
Tobacco 
Gambling 
Firearm Manufacturers 
Animal Testing 
Genetically Modified Organisms 

Oil/gas 
Mining 
Nuclear Power 
 

 

Category 1 – Includes industries banned on moral and ethical ground and those whose products are directly 
harmful to human beings or the environment.  

Category 2 – Lists industries whose business practices are either controversial or indirectly harm 
consumers/environment. 

Positive screening, compared to negative, rather than merely excluding companies with objectionable 
products, seeks to actively support companies that set positive examples of environmentally friendly 
products or production methods and socially responsible business practices. Unlike negative screens, which 
are generally more black and white, positive screens require individual analysis of most companies on issues 
such as pollution, workplace practices, diversity, and product safety.  

Positive Screens 

Environment Conservation  
Human Rights 
Labor Relations 
Employment Equality 
Community Investing 

 

Socially Responsible Investing Levels 

Basic:  Avoiding Category 1 negative screens. 

Moderate:  Avoiding all negative screens – Category 1 and 2. 

Advanced:  Applying positive screens in addition to avoiding all negative screens.  
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Comparison of CCAH’s Investment Policy 
vs. the California Code

Maximum % of the Portfolio

Current CCAH 
Investment Policy California Code

Maximum Maturity Term 5 years 5 years

Bond Ratings A rated A rated 

U.S. Treasury or Agency Obligations 100% 100%

US Corporate and Medium Term Corp. Securities 30% 30%

State and Local Government Debt 25% 100%

Mortgage and Asset-backed Securities 20% 20%

Local Agency Investment Fund (LAIF) $50M 100%

Bankers Acceptances 40% 40%

Commerical Paper 25% 25%

Negotiable Certificates of Deposit 30% 30%

Repurchase Agreements 100% 100%

Mutual Funds & Money Market Funds 20% 20%

Variable and Floating Rate Securities 30% 30%
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